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Foreword

Hardly a day passes without a newspaper article, television show, or Internet
blog story about the rise of China and India in the global economy. There are
many reasons for this public interest. Never before have such large
economies—with a combined population of 2.3 billion—grown so fast for so
long: GDP growth in China averaged 9.1 percent over the last decade, and In-
dia averaged 6.1 percent. Some people are fearful: Will China and India domi-
nate the world economy? Will they consume the earth’s scarce resources? Will
they bid down wages elsewhere? Others are curious: Can China and India sus-
tain such impressive growth rates, especially in light of perceived fragilities
(China’s financial sector and India’s public debt being notable examples)? Oth-
ers seek lessons: Noting that neither China nor India is pursuing an “ortho-
dox” model of development, they want to know how these economies did it,
and whether there are lessons for other developing countries.

Because of this heightened interest among the general public, media cover-
age of China and India tends to emphasize the human dimension—stories
comparing a factory worker in China with a software designer in India, or in-
terviews with foreign investors comparing the two countries’ prospects, or
pictures contrasting the booming worlds of Shanghai and Mumbai with ab-
ject poverty in rural China and India.

Dancing with Giants considers the story from a different vantage point. It
takes a dispassionate and critical look at the rise of China and India, and asks
some difficult questions about this growth: Where is it occurring? Who is ben-
efiting most? Is it sustainable? And what are the implications for the rest of
the world? By bringing to bear the best available data and analytical tools, the
book can provide answers that are much more nuanced than the typical news
story. To take one example, the book demonstrates that, despite their similar
size, the two Giants are not the same—China’s role in the global economy is
much greater than India’s, with important implications for other countries.

vii



viii  DANCING WITH GIANTS

Dancing with Giants considers whether the Giants’ growth will be seriously
constrained by weaknesses in governance, growing inequality, and environ-
mental stresses, and it concludes that this need not occur. However, it does
suggest that the Chinese and Indian authorities face important challenges in
keeping their investment climates favorable, their inequalities at levels that
do not undermine growth, and their air and water quality at acceptable levels.
Discussion of how these issues affect the Giants has relevance as well to poli-
cy makers elsewhere. For example, despite their very different structures and
traditions of governance, both countries have generated effective constraints
on executive power, and that has played an important role in their growth.

Dancing with Giants also considers China’s and India’s interactions with the
global trading and financial systems and their impact on the global commons,
particularly with regard to climate. Examining the effects that they will have
on the economic circumstances and fortunes of other countries, the various
chapters find that

¢ The Giants’ growth and trade offer most countries opportunities to
gain economically. However, many countries will face strong adjust-
ment pressure in manufacturing, particularly those with competing
exports and especially if the Giants’ technical progress is strongly ex-
port-enhancing. For a few countries, mainly in Asia, these pressures
could outweigh the economic benefits of larger markets in, and cheap-
er imports from, the Giants; and the growth of those countries over
the next 15 years will be slightly lower as a result.

¢ The Giants will contribute to the increase in world commodity and
energy prices but they are not the principal cause of higher oil prices.

¢ The Giants’ emissions of CO, will grow strongly, especially if econom-
ic growth is not accompanied by steps to enhance energy efficiency.
At present, a one-time window of opportunity exists for achieving
substantial efficiency improvements if ambitious current and future
investment plans embody appropriate standards. Moreover, doing so
will not be too costly or curtail growth significantly.

¢ From their relatively small positions at present, the Giants will emerge
as significant players in the world financial system as they grow and
liberalize. Rates of reserve asset accumulation likely will slow, and
emerging pressures will encourage China to reduce its current account
surplus.

Developed as a collaborative venture among the World Bank’s research de-
partment and East and South Asia regions, and the Institute of Policy Studies
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in Singapore, this book is an important contribution to the global campaign
for poverty reduction. With about a third of the world’s poor people living in
China and India, these countries’ performance will be critical to alleviating
global poverty. Moreover, the fact that China and India have been able to lift
hundreds of millions of people out of poverty in the past few decades provides
hope for the rest of the world. Dancing with Giants provides knowledge that
will help turn that hope into reality.

Frangois Bourguignon

Chief Economist and Senior Vice President, World Bank

Shantayanan Devarajan
Chief Economist, South Asia Region, World Bank

Homi Kharas
Chief Economist, East Asia and Pacific Region, World Bank
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